Nominal rigidities and the dynamic effects of a shock to monetary policy by Lawrence J. Christiano et al.
Nominal Rigidities and the Dynamic
Effects of a Shock to Monetary Policy
By:  Lawrence J. Christiano, Martin
































WP 2001-08￿L4￿?@* +￿}￿_￿|￿it @?_ |￿i #)?@4￿U ,giU|t Lu @
5￿LU! |L ￿L?i|@h) ￿L*￿U)￿




Zh suhvhqw d prgho hperg|lqj prghudwh dprxqwv ri qrplqdo uljlgl0
wlhv zklfk dffrxqwv iru wkh revhuyhg lqhuwld lq lq￿dwlrq dqg shuvlvwhqfh
lq rxwsxw1 Wkh nh| ihdwxuhv ri rxu prgho duh wkrvh wkdw suhyhqw d vkdus
ulvh lq pdujlqdo frvwv diwhu dq h{sdqvlrqdu| vkrfn wr prqhwdu| srolf|1 Ri
wkhvh ihdwxuhv/ wkh prvw lpsruwdqw duh vwdjjhuhg zdjh frqwudfwv ri dyhudjh
gxudwlrq wkuhh txduwhuv/ dqg yduldeoh fdslwdo xwlol}dwlrq1
MHO= H6/ H7/ H8
￿Wkh ￿uvw wzr dxwkruv duh judwhixo iru wkh ￿qdqfldo vxssruw ri d Qdwlrqdo Vflhqfh Irxqgdwlrq
judqw wr wkh Qdwlrqdo Exuhdx ri Hfrqrplf Uhvhdufk1 Zh zrxog olnh wr dfnqrzohgjh khosixo
frpphqwv iurp Oduv Kdqvhq/ Fkulv Vlpv dqg Pdun Zdwvrq1 Zh sduwlfxoduo| zdqw wr wkdqn
Ohyrq Eduvhjk|dq iru klv vxshue uhvhdufk dvvlvwdqfh1 Wklv sdshu grhv qrw qhfhvvdulo| uh￿hfw wkh
ylhzv ri wkh Ihghudo Uhvhuyh Edqn ri Fklfdjr/ ru wkh Ihghudo Uhvhuyh V|vwhp1
|Qruwkzhvwhuq Xqlyhuvlw|/ Qdwlrqdo Exuhdx ri Hfrqrplf Uhvhdufk/ dqg Ihghudo Uhvhuyh
Edqnv ri Fklfdjr dqg Fohyhodqg1
}Qruwkzhvwhuq Xqlyhuvlw|/ Qdwlrqdo Exuhdx ri Hfrqrplf Uhvhdufk/ dqg Ihghudo Uhvhuyh Edqn
ri Fklfdjr1
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49Dqrwkhu frqfhuq kdv ehhq udlvhg zlwk wkh Fdoyr sulflqj vfkhph1 Ixkuhu dqg Prruh +4<<8,
dqg rwkhuv dujxh wkdw wkh vwdqgdug irupxodwlrq frxqwhuidfwxdoo| lpsolhv wkdw lq￿dwlrq ohdgv
rxwsxw1 Krzhyhu/ dv Jdol dqg Jhuwohu +4<<<, srlqw rxw/ wklv uhvwv rq d vshfl￿fdwlrq lq zklfk
a vw lv phdvxuhg e| wkh rxwsxw jds1 Jdol dqg Jhuwohu +4<<<, srlqw rxw wkdw wklv fulwlflvp grhv
qrw dsso| wr prghov olnh rxuv lq zklfk a vw fruuhvsrqgv wr uhdo pdujlqdo frvw1 Lq dgglwlrq/ wkh|
surylgh hylghqfh lq vxssruw ri vshfl￿fdwlrqv olnh wklv1
4:Edoo +4<<7, dqg Pdqnlz +5333, dqg rwkhuv kdyh udlvhg dqrwkhu remhfwlrq wr Fdoyr0vw|oh
vwlfn| sulfh prghov= d fuhgleoh glvlq￿dwlrq lv dvvrfldwhg zlwk dq h{sdqvlrq lq hfrqrplf dfwlylw|1
Wklv fulwlflvp lv edvhg rq d yhuvlrq ri +614:, lq zklfk d phdvxuh ri wkh rxwsxw jds dsshduv
lqvwhdg ri pdujlqdo frvwv/ a v= Lw lv qrw fohdu wkdw wkhlu fulwlflvp dssolhv wr rxu prgho1 Iluvw/
zh lqfrusrudwh pdujlqdo frvwv dqg qrw wkh rxwsxw jds1 Vhfrqg/ rxu phdvxuh ri pdujlqdo frvw
lqfoxghv wkh lqwhuhvw udwh1 Lq rxu prgho/ zh frqmhfwxuh wkdw d fuhgleoh glqvlq￿dwlrq zrxog eh
dvvrfldwhg zlwk d wudqvlwru| ulvh lq wkh lqwhuhvw udwh dqg wkhuhiruh d ulvh lq pdujlqdo frvwv1 Vr/
lw lv srvvleoh wkdw rxu prgho lv qrw vxemhfw wr wklv fulwlflvp1 Wklv lv dq lqwhuhvwlqj lvvxh zklfk
zh ohdyh wr ixwxuh uhvhdufk1
4;Vhh Fdvduhv dqg PfFdooxp +5333,/ Pdqnlz +5334, dqg Zdovk +4<<;/ s1 5570558,1
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Figure 1: Model and Data Impulse Responses















































































































































































































































Figure 3:                     AR(1) Money Growth,                                                                              Flexible Prices,                                                                                       Flexible Wages
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Figure 4:          Textbook Growth Model Specification,                      No Captital Utilization,                                        No Investment Adjustment Costs,                                         No Habit Persistence
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Figure 5:                                       lambdaf = 1.05,                                                                                                                                                                                static indexation (optimized)
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